
THE NEW MINIMUM WAGE: 
A THREAT TO SOUTHEASTERN JOBS?
b y  C h a r l i e  C a r t e r

On January 1 of this year, the first of four 
scheduled increases in the Federal 
minimum wage took effect, lifting the 
basic minimum from $2.30 per hour to 
$2.65. The new law calls for further up
ward adjustments to $2.90 in 1979, $3.10 
in 1980, and finally to $3.35 in 1981.

Advocates heralded the new law as a 
major step to protect working Americans 
from poverty. Many economists, however, 
contend that such legislation is self- 
defeating in that it reduces demand for 
entry-level workers —those it's designed to 
help.1 Also, its "ripple effect'' on above
minimum wages may dampen the demand 
for higher paid workers and add to in
flation, as employers attempt to pass on 
higher wage costs by raising prices.

The economic literature on the subject 
of minimum wages is voluminous, dating 
back to the passage of the original Fair 
Labor Standards Act in 1938.2 Previous 
studies have focused largely on the effects 
of increases in the minimum wage on 
employment, unemployment, and the labor 
force participation rates of various 
demographic groups. Although specific 
conclusions vary from study to study, 
there is general agreement that, on a 
national scale, elevations of the minimum 
wage reduce employment, raise unem
ployment (see Chart 1), and discourage 
labor force participation, especially of 
youths and nonwhite workers. There is

'Fo r example, see Jam es F Ragan, J r , 'M in im um  W ages and the Youth Labor 
M arket, T he Re view  o f E co n o m ics  and Statistics, V o l 59, M ay  1977, p 129

2For a review  of previous em p irical studies, see |ohn M  Peterson and Charles T. 
Stewart, J r . Em p lo ym e n t E ffe cts  o f M in im u m  W age  R a te s (W ashington, D C 
Am erican  Enterprise Institute for Public Po licy  Research), August 1969

also some evidence that increases in the 
minimum wage force up wage rates 
already above the minimum, as unions and 
other groups demand comparable pay 
raises.

Regional Effects? With few exceptions, 
earlier research on the effects of the mini
mum wage has been nationwide in scope 
and has not dealt with possible regional 
differences in its impact. But it stands to 
reason that any adverse effects of an 
increase in the minimum wage would be 
more pronounced in low wage regions. A 
uniform national minimum will be higher 
relative to average earnings in a low wage 
area. And since a greater proportion of 
workers covered by minimum wage laws 
receive no more than the minimum pay in 
such an area, an increase will affect a 
larger fraction of its work force. Thus, 
raising the minimum wage to elevate living 
standards nationally may worsen unem
ployment in low wage regions.

The low wages of the southeastern 
United States relative to other regions of 
the U. S. make it a useful testing site for 
the above hypothesis. In May 1976, about 
34.2 million wage and salary workers 
nationwide were paid on an hourly basis, 
according to the Census Bureau s Current 
Population Survey. Their median hourly 
earnings were $3.35, and the mean was 
$4.06. But the 6 million hourly workers in 
Administrative Region IV (Alabama,
Florida, Georgia, Kentucky, Mississippi, 
North Carolina, South Carolina, and 
Tennessee) had a median wage of only 
$3.12 per hour and mean earnings of $3.52 
per hour, significantly less than the
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national averages. Almost two-thirds of 
U.S. hourly wage earners were paid at least 
$3 per hour, while only slightly over half 
of the Region IV workers earned that 
much (see Chart 2).

The Bureau of Labor Statistics earnings 
data show that the average hourly earnings 
of manufacturing production workers are 
also lower in the southeastern U. S. than in 
the nation as a whole. As recently as Sep
tember 1977, mean hourly wages of 
manufacturing production workers in the 
six Federal Reserve District states 
(Alabama, Florida, Georgia, Louisiana, Mis
sissippi, and Tennessee) were only $4.80,3 
about 17 percent less than the average 
$5.75 paid to factory workers nationally.

To test our hypothesis, regression 
analysis was used to estimate the effect of 
changes in a minimum wage variable on 
changes in unemployment rates. Changes 
in output were added to the equation in 
order to measure the effect of changes in

CH ART 2

DISTRIBUTION OF HOURLY WAGES, 
U.S., REGION IV* (MAY 1976)

3The mean hourly wage for the Sixth D istrict is the average of hourly earnings i 
each  of the six states weighted by the state's m anufacturing em ploym ent

general economic activity on unem
ployment rates. We estimated one such 
equation for the U. S. as a whole and 
another for our low wage region, the Sixth 
District. In addition, we calculated two 
similar equations using the national 
unemployment rates of white and non
white teen-agers. The minimum wage 
variable used was not the minimum wage 
per se but rather a coverage- and industry 
employment-weighted average ratio of the 
minimum wage to average hourly earnings. 
The Appendix explains the data and 
methodology used in greater detail.

TEST RESULTS 
General Impact. The equations we esti

mated suggest that increases in the mini
mum wage are associated with rises in

U. S. R e gio n

■  Less than I | $4.00-4.99 
$2.50/hour I....... I

D U  $2.50-2.99 F7 \  $5.00-5.99

$3.00-3.99 □  $6.00 and over

•Region IV includes A labam a, Flo rida. Georgia, M ississippi,
Kentucky, North Carolina, South  Caro lina, and Tennessee.

SO U R C E : Sp ecia l tabu la tions provided by U .S. Departm ent of 
Labor, Bu reau  of Labor S ta tis tics , sum m ary data 
published in Weekly and Hourly Earnings Data from  
the Current Population Survey, Sp ec ia l Labor Force 
Report 195, 1977.
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unemployment rates, both in the U.S. and 
in the Sixth District (see the table for sta
tistics). However, that relationship is statis
tically significant only for the Southeast. 
The equation calculated for the District 
implies that a 10-percent advance in our 
minimum wage variable would raise the 
area's jobless rate by half a percentage 
point within two quarters, barring changes 
in production levels and other economic 
factors. Plugging the December 1977 value 
of District average hourly earnings and 
the proportion of workers covered in 1976 
into the equation shows that the January 1 
35-cent per hour elevation of the basic 
minimum wage will push the recent Dis
trict unemployment rate of 6 percent to 
6V2 percent by June, unless offset by eco
nomic growth. Judging from current labor 
force estimates, District employment 
would be 60,000 higher at midyear if the 
minimum wage had not been increased.

Should the estimated relationship hold 
through 1981, the increases scheduled 
would cost the District a total of 144,000 
jobs.4

The lack of statistical significance of the 
relationship between the minimum wage 
and the jobless rate on the national level is 
not entirely a surprise. Previous studies 
have found that an elevation of the mini
mum wage affects the unemployment rates 
of certain demographic groups more than 
others. Thus, at the national level (and to a 
lesser extent in the Sixth District), a higher 
minimum wage may draw older, more 
experienced workers, particularly women, 
into jobs previously held by younger, lower 
skilled workers. Higher minimum wage

‘This four-year estim ate is based on assumptions that average hourly earnings w ill 
grow by 7 percent per year and that the shift of em ploym ent from m anufactur
ing to service industries w ill continue at its historic trend rate.

_ A P P E N D IX ___________________________________________________

Methodology. Data limitations prevented our duplicating the approach commonly used in 
national scale tests for minimum wage effects in our regional test.* The specific equations we 
estimated are

% AU =  aD+  bQ % AM INW  +  cD % AGNP +  eG and 
% ADU =  a, +  bi % ADM INW  +  c ,%  A D IP I +  e1( 

where U and DU are unemployment rates for the U. S. and Sixth District, respectively; GNP is 
the Gross National Product in 1972 dollars; DIPI is the Federal Reserve Bank of Atlanta's 
District Industrial Production Index; and the e's are error terms. MINW is the minimum wage 
variable for the U. S. and is defined as follows:

Ej r mb MN II ------  (CBi) +  ------  (C N j)l
E [A H Ej AHE, J

where E =  private nonfarm payroll employment,
MB =  basic minimum wage,

AHE =  average hourly wage of production workers,
CB =  proportion of nonsupervisory workers covered by the basic minimum wage,

MN =  minimum wage applicable for newly covered workers,
CN =  proportion of nonsupervisory workers covered by the minimum wage applicable for 

newly covered workers, and 
i =  major industry division— wholesale and retail trade is considered a separate 

division.
DMINW, the District minimum wage variable, is computed in the same way, except that 
average hourly earnings and the industry employment proportions are Sixth District averages.

*For an exp lanation of the behavioral model used in national studies, see la co b  M incer, "Unem ploym ent Effects of M in im um  W a g es ,”  Jo u rn al o f P o lit ic a l 
Eco n o m y , 1976, V o l 84, No 4, Part 2 (U niversity of Chicago), pp S87-S104
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levels are perceived as a deterioration in 
employment prospects. Since the newly 
discouraged workers would be primarily 
comprised of unemployed persons, the 
exodus from the labor force may offset 
some of the impact of the minimum wage 
hike on the jobless rate. Thus, a minimum 
wage hike may cause changes in the 
demographic distribution of employment 
which do not show up as an increase in 
the total unemployment rate.

Another explanation for the weakness of 
the relationship between the national mini
mum wage variable and the unemploy
ment rate may be that the impact is 
primarily on hours of work. If employers 
respond to a raising of the minimum by 
cutting back hours worked rather than the 
number of employees, it will not alter the 
unemployment rate. And since increases in 
the basic minimum are usually accom
panied by a rise in overtime pay, some

employers may even add new employees 
to eliminate overtime.

Effect on Youths. The impact of the 
minimum wage on youth unemployment is 
startling (see Chart 1). Our test results 
show that a 10-percent increase in our 
minimum wage variable will raise the 
unemployment rate of whites age 16-19 by
7.4 percent and that of nonwhite youths by
6.4 percent. The 1978 elevation of the 
minimum can be expected to swell teen
age joblessness from the recent rates of
14.7 percent for whites and 34.7 percent 
for nonwhites to 16.1 percent and 37.7 
percent for whites and nonwhites, respec
tively, by midyear. With about 8.6 million 
white youths and 1.2 million nonwhite 
teen-agers in the national labor force, 
those increases mean that 156,000 fewer 
youths will be employed in June. When all 
the minimum wage raises of the next four 
years are considered, youth job losses may

To test the effects of the minimum wage on youths, we also estimated the following equations:

% A UYW =  a2 +  b2 % AM INW  +  C 2% A GNP +  e2 

% A U Y n =  a3 +  b3 % AMINW +  C3% A GNP +  e3,

where UYW and UYn are the national unemployment rates for white and nonwhite workers age 
16-19, respectively.

The data were quarterly; the test period included the first quarter of 1970 through the sec
ond quarter of 1977. Only the output data were seasonally adjusted. The estimating technique 
used was ordinary least squares.

The Minimum Wage Variable. The form of the minimum wage variable was selected for its 
sophistication and wide acceptance in the literature. “Deflating"' the nominal minimum wage 
by hourly earnings transforms the flat, steplike increases in the minimum into a rachet-like 
series of small rises. That's because inflation and productivity gains tend to gradually raise the 
general level of wages, eroding the effectiveness of statutory increases in the minimum wage.

Since the legal minimum for newly covered workers is not as high as the rate set for pre
viously covered employees, only a weighted average of wage ratios for the two groups could 
accurately represent the relationship between the minimum wage and the general wage level. 
The weights used were the proportions of nonsupervisory workers covered previously and 
those covered as a result of extensions of the law (separate pairs of proportions were 
calculated for each industry division). In order to assign greatest importance to the industries 
which account for the largest shares of private nonfarm employment, the coverage-weighted 
wage ratios for each industry were also weighted by industry employment.

Measured in this way, the effective minimum wage rose from about 37 percent of national 
earnings in 1970 to 40 percent in 1976, an increase of 9 percent. In contrast, if coverage and 
employment distribution were ignored and only the basic minimum were considered, the wage 
ratio declined 2.5 percent during that period.
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Unemployment 
Rate Equation

United States:

All Workers

Youths (Age 16-19) 

Whites

Nonwhites

Sixth District:

All Workers

NET EFFECTS OF CHANGES IN THE MINIMUM WAGE AND OUTPUT 
ON UNEMPLOYMENT RATES, 1970:1 - 1977:1V

(regression coefficients of equations and variables as 
defined in the Appendix)

Constant % AM INW  % A DMINW % A GNP % A DIPI R

.029 .075 -2.788 .416
(3.840) (0.395) (4.786)

.049 .724 -  4.422 .492
(4.457) (2.642) (5.248)

.031 .642 - 2.820 .340
(2.924) (2.444) (3.493)

.038 .643 -  1.675 .450
(2.537) (1.580) (3.757)

Durbin-Watson
Statistic

2.13

2.15

2.14

1.93

Absolute values of t-statistics are in parentheses. Fora two-tailed test, critical values are 1.314(oc = 0.1),1.70(oc = .05), and 2.46 (oc = .01).

reach 470,000. The potential dramatic 
effects are particularly disturbing in light 
of the already extremely high jobless rates 
of youths.

The Role of Output. The output vari
ables in our test equations (constant dollar 
GNP for the U. S. and industrial produc
tion for the Sixth District) are important 
because increases in output tend to create 
jobs, offsetting the effect of the minimum 
wage on the unemployment rate. Indeed, 
our tests confirm that production affects 
unemployment inversely and significantly.

More specifically, the unemployment 
rate is more sensitive to real output growth 
nationally than in the Sixth District. A 4- 
percent rise in real GNP reduces the U. S. 
jobless rate by about an 0.6 percentage 
point, but a similar increase in District 
industrial production lowers the southeast
ern unemployment rate by roughly an 0.4 
percentage point.5 The jobless rate of 
white teen-agers shows a greater response

The D istrict Industrial Production  Index is designed to measure the output of 
m anufacturing  industries only S ince m anufacturing p roduction accounts for 
only a small share of the total output of the D istrict (whereas national G N P  is 
designed to measure the output of all sectors), the low er sensitivity of the 
D istrict unem ploym ent rate to changes in the production index is not surprising

to output gains than does the rate for 
nonwhite youths: that 4-percent real GNP 
growth improves the white rate by 16 
percent and the nonwhite rate by 11 
percent.

Conclusions. Our evidence gives some 
support to a widely held belief that in
creases in the minimum wage adversely 
affect unemployment rates. The impact is 
greater in low wage regions like the 
Southeast and on youths, especially non
whites. On the other hand, an elevation of 
the minimum wage does not significantly 
raise the jobless rate on the national level. 
Changes in the demographic composition 
of employment and a discouraged worker 
effect may explain the lack of response. 
Our estimates of the number of District 
and teen-age jobs to be lost because of 
minimum wage hikes do not reflect the 
effects of other major influences on labor 
markets: output changes, labor force 
participation rates, and monetary and 
fiscal policy. Although not tested here, 
increases in the minimum wage are likely 
to reduce hours worked and raise output 
prices. Hopefully, future studies will probe 
further into these other probable effects. ■
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